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FEDERAL DEPOSIT INSURANCE CORPORATION
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A proposal to allow federally insured commercial banks to invest directly in real estate
will be the subject of a 7/12/85 EPIC public hearing. Under the proposal, banks
could invest up to 50% of primary capital directly in real estate development, al
though no more than 10% could be invested in one single project. Banks wanting to
invest more than 50% could do so only through a separate subsidiary. Additionally,
the proposal would allow banks to set up internal departments to underwrite life
insurance. The hearing is scheduled to begin at 9:00 a.m. at the FDIC, 550 17th St.
N.W., Washington, D.C.
FEDERAL HOME LOAN BANK BOARD
Criminal Reports and Other Reports or Statements is the title of a notice of a proposed
rule by the Federal Home Loan Bank Board (see the 6/18/85 Fed. Reg., pp. 25250-52).
According to the notice, "The Federal Hone Loan Bank Board is proposing to formalize
its longstanding expectation that institutions whose accounts are insured by the
FSLIC ("insured institutions") will report crimes, suspected crimes and unexplained
losses they suffer to the appropriate law enforcement authorities, and to prescribe
the contents of those reports. The proposed amendments are intended to facilitate
appropriate law enforcement responses and to provide a data base for monitoring the
types and extent of crimes against insured institutions. The proposed amendments
would also prohibit the making of a false or misleading statement or an emission to
state a material fact concerning a matter within the Board's jurisdiction, as well
as prohibiting the making of such false statement or emission to an auditor of an
insured institution concerning its affairs. The proposal would also require that
an insured institution file a notice and proof of loss concerning any covered loss
with its fidelity bond company. Comments should be received by 8/15/85. For fur
ther information contact John Downing at 202/377-6434.

INTERSTATE COMMERCE COMMISSION
The comment period for a proposed Interstate Commerce Commission reporting provision has
been extended until 7/17/85 (see the 6/18/85 Fed. Reg., p . 25282). The proposal
would require Class I railroads to submit a certified statement from an independent
public accountant attesting to the conformity of the primary financial statements
and schedules in the Annual Report Form R-1 with the Commission's accounting and
reporting rules. The original due date was 6/17/85. For additional information con
tact Bryan Brown at 202/275-7510.
OFFICE OF MANAGEMENT AND BUDGET
Supplements to OMB Circular A-127, "Financial Management Systems" have recently been
released by the Office. Bulletin No. 85-15, 5/17/85 establishes a review process to
assure that agency financial system improvement projects meet the requirements of
the Circular. "Guidelines for Evaluating Financial Management/Accounting Systems",
issued on 5/20/85 outlines a recommended approach for evaluating systems and prepar
ing two requi
r ed reports. The first is a five-year system plan to achieve the poli
cies set forth in the Circular and the other is the annual report on accounting
systems required by the Federal Managers Financial Integrity Act, P.L. 97-255. Cop
ies of the documents may be o b t a i n e d by contacting OMB Publications at 202/395-7332.
SECURITIES AND EXCHANGE COMMISSION
Bipartisan support for legislation to regulate dealers in U.S. Government securities,
with a few Congressmen predicting passage this year, continued as a result of a
House Energy and Commerce Subcommittee hearing on 6/20/85. This was the second
hearing by the Subcommittee on Telecommunications, Consumer Protection and Finance
on H.R. 2032, the "Public Securities Act of 1985". Witnesses included SEC Chairman
John S.R. Shad, SEC Commissioner Aulana L. Peters, and Mr. John J. Niehenke, Acting
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Assistant Secretary, Department of the Treasury. In his testimony, Mr. Shad did
not specifically recommend legislation but stated that if Congress decided to enact
legislation, the SBC was recommending an approach which would retain certain joint
aspects of jurisdiction by the SBC, Treasury, and the Federal Reserve Board (FRB),
with the Treasury in oonsulation with the FRB, "to be granted authority to adopt
rules with respect to currently unregulated dealers in Treasury or government-spon
sored agency securities as necessary on capital and independent audit and record
keeping." Commissioner Peters filed what she characterized as a "dissenting view"
and stated that she believed that seme "limited legislative response is indeed warr
an
ted". As to the agency best suited to have rulemaking authority, Commissioner Peters
stated that either the SEC or the Federal Reserve Board would be preferable rulemakers. Subcommittee Chairman Timothy E. Wirth (D-CO) and Ranking Minority Member
Matthew J. Rinaldo (R-NJ) did not express a preference but did not support the SBC’s
recommendation for Treasury rulemaking. Rep. Rinaldo expressed his desire to see
the early enactment of legislation to regulate the government securities dealers.
Another hearing by the Wirth subcommittee is scheduled for 6/26/85.
SPECIAL:

SUBCOMMITTEE CRITICAL OF HUGHES HELICOPTER ACCOUNTING AND INTERNAL CONTROL SYSTEMS

"Hughes' accounting system is neither accountable nor systematic", according to a 6/17/85
statement by House Armed Services Subcommittee Chairman, Rep. Bill Nichols (D-AL).
Nichols said that in February the Defense Contract Audit Agency started reviewing
Hughes' overhead submissions for the years 1979 to 1983, but had to suspend the
review when the contractor could not furnish basic records and supporting documenta
tion to support its billings to the government. According to Hughes, "The audit
review found the firm's accounting and internal control systems were plagued with such
serious deficiencies as: missing, incomplete and inadequate journal vouchers and
ledgers; missing incomplete vendor invoices and supporting documentation; unreconciled
subordinate records including trial balances, payroll registers, and expense ledgers;
posting of costs in wrong accounting periods and years; comingling of unallowable
and allowable costs in ledgers; duplication in recording cost entries; and absence
of adequate internal controls, which preclude the system from providing valid, relia
ble, and current cost data." Nichols said that he was aware that the Army has stop
ped payments of indirect cost billings to Hughes Helicopter. He said, "We believe,
however, that it is essential that the company's accounting system be improved at the
earliest possible date to protect the interests of the government."
SPECIAL:

SUBCOMMITTEE EXAMINES BEVERLY HILLS SAVINGS AND LOAN

"Oversight of the Accounting Industry and Federal Regulatory Agencies: The Failure of
the Beverly Hills Savings and Loan Association" was the title of a 6/19/85 hearing
by the Energy and Commerce Committee's Oversight and Investigations Subcommittee.
In his opening statement, Subcommittee Chairman Rep. John D. Dingell (D-MI) reviewed
the events leading to a takeover of Beverly Hills Savings and Loan by the Federal
Home Loan Bank Board on 4/24/85. Witnesses for this hearing included representatives
of Coopers and Lybrand, a former chief executive officer of Beverly Hills Savings
and Loan, and a real estate developer who gained control of the association and
who became its chairman. Representatives of Coopers and Lybrand testified on their
retention as Beverly Hills' auditor in late February, 1985, the engagement, the
takeover by the Federal Home Loan Bank Board, and the continuing work by Coopers and
Lybrand. In looking at what it characterized as the "new environment", Coopers and
Lybrand's testimony stated that it was their view that the failure of Beverly Hills
Savings and Loan should not be considered a unique event. Coopers stated that it
sees six factors "which define a new environment for financial institutions and which
specifically contributed to the problems of Beverly Hills Savings and Loan." These
were listed as: the deregulation of financial institutions; a broader range of com
petition between financial institutions; increasing sophistication of consumers of
the services of financial institutions; new innovative investment vehicles with
risks that are not understood; the internationalization of capital markets and rapid
ly changing technology. A previously scheduled 6/25/85 Oversight and Investigations
hearing on Beverly Hills Savings and Loan has been postponed. Another hearing is
tentatively scheduled for mid-July.
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SPECIAL:

AICPA TESTIFIES ON PRESIDENT'S TAX PROPOSALS

Congress was urged, to "reject the proposal to require many service organizations to
change to the accrual method of accounting", in 6/17/85 testimony by AICPA Chairman
Ray J. Groves before the House Committee on Ways and Means in Washington, D.C.
Speaking generally in support of the President’s tax reform proposals, Mr. Groves
stated that the proposal to require many small businesses and service organizations
to change to the accrual method of accounting, if they have gross receipts of $5 mil
lion or more or if they regularly use another method of reporting income to owners
or creditors, would work against simplification and would also result in substantial
inequity for taxpayers. Mr. Groves summarized his objections to this proposal, con
tained in Chapter 8.03 of the President's proposals by stating that the taxpayer
would have to establish new bookkeeping systems, change partnership agreements, learn
new methods of accounting and face new complexities. He also stated that this pro
posal causes cash flow problems which can restrict potential business growth and
that it discriminates against certain taxpayers. Mr. Groves urged rejection of the
proposal to require a change to the accrual method, stating that it works against the
objectives of tax simplification and equity. Mr. Groves was accompanied in his tes
timony by the Chairman of the AICPA's Tax Division Executive Committee Albert B.
Ellentuck. He endorsed the efforts of the President and the Congress to "simplify
the tax system" and stated that in working towards various objectives of tax legis
lation, he urged Congress to give priority to tax simplification considerations:
"Providing incentives, closing loopholes, raising revenue, achieving reforms, and
other laudable objectives are enhanced through simplification, but serving these
other objectives often comes at a price in terms of complexity. TO encourage econom
ic growth, our tax laws must become more stable so that business can plan and rely
on the capital formation incentives you provide. Change, in and of itself, is a
major source of complexity, and the continuing series of major annual tax bills
requires taxpayers to learn and adjust to new tax provisions. This change undermines
the confidence required for long-range commitments of the capital necessary for true
economic growth." From a standpoint of simplification, according to Mr. Ellentuck,
"we are concerned with the practical minimum tax, depreciation, basis indexation,
rate reduction/recapture, the dividend deduction, the investment interest limitation,
discrimination rules, and the requirement for many taxpayers to change to the accrual
method of accounting."

For additional information please contact Gina Rosasco or Nick Nichols at
202/872-8190.
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